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New Light on 
Investors’ Information 
Sources
Financial Statements Vs. Financial Journals
By Lucia S. Chang
The research on investors’ infor­
mation sources reported in this arti­
cle has produced new data indicat­
ing the importance which investors 
and financial analysts place on 
financial statements. In addition, the 
data provide answers to a number of 
questions about investors and their 
use of annual reports, such as:
—Do investors relay on their own 
analyses for buy/hold/sell deci­
sions, or do they take the advice 
of stockbrokers or friends?
—Is the pictorial material so 
lavishly provided in corporate 
annual reports a necessary 
ingredient?
—Do investors know about the 
availability of SEC 10-K reports?
—Are investment decisions made 
on the basis of interim financial 
statements?
A survey of individual and institu­
tional investors and financial 
analysts was conducted recently by 
the author. A detailed question­
naire was sent to over 4,000 in­
dividual investors, nearly 1,000 in­
stitutional investors and about 1,000 
financial analysts in the United 
States (U.S.), the United Kingdom 
(U.K.), and New Zealand (N.Z.). In the 
U.S., a mailing list of individual in­
vestors was purchased from a list 
company and was warranted to be 
randomly selected from a master list 
of U.S. individual investors. The U.S. 
institutional investors were ran­
domly selected from lists in various 
directories and the financial 
analysts from the professional direc­
tory of that group.
The U.K. and N.Z. individual inves­
tors were randomly selected from 
the share register of a large public 
company and a share registrar firm 
respectively. Institutional investors 
and financial analysts in the U.K. 
were also randomly selected from 
directories but the N.Z. samples 
representing 142 analysts and 169 
institutional investors were believed 
to be a 100 percent sample of these 
categories in that country.
The questionnaires were identical 
except for minor adaptations to the 
circumstances of particular groups 
of recipients. This article reports on 
the responses of the three groups 
surveyed in the U.S., and comments 
briefly on the results of the other two 
surveys. The response rates for the 
U.S. surveys were 29.2 percent for 
individual investors, 34.5 percent for 
institutional investors and 33.3 per­
cent for financial analysts.
The questionnaires were in two 
parts. The first half asked respond­
ents to rate the importance of the 
various sources of investment infor­
mation available to them, and of the 
different parts of the corporate an­
nual report. It also asked investors 
about their investment objectives, 
and all respondents were asked 
whether they wanted companies to 
publish forecasts. The second half 
elicited personal information of 
three kinds: personal characteristics 
(age, income, etc.), investment ac­
tivity (number of trades, size of hold­
ings, etc.) and knowledgeability 
(education and occupation).
Some of the answers to the ques­
tions posed above contain surprises:
—most investors place greater im­
portance on financial statement 
information than on any other 
source.
—only 2 percent of individual in­
vestors, 2 percent of financial 
analysts, and none of the institu­
tional investors, rated pictorial 
material important.
—virtually all institutional inves­
tors and financial analysts and 
81 percent of individual inves­
tors know of the availability of 
10-K reports.
—about 35 percent of the in­
dividual investors, 61 percent of 
the institutional investors and 70 
percent of the financial analysts 
claimed to have made common 
stock investment decisions or 
recommendations during the 




The study confirms previous 
research which revealed that in­
dividual investors are not a 
homogeneous group. There are wide 
variations in age, household income, 
occupation, portfolio size, invest­
ment activity and education. Only 5 
percent of the sample were without 
any college education and 44 per­
cent had done postgraduate work. 
Of the college educated, 52.8 per­
cent studied accounting or business 
administration and over 64 percent 
of all respondents had formal 
education or training in accounting, 
finance or the stock market.
Institutional investors and finan­
cial analysts are much more 
homogeneous. Institutional inves­
tors in the sample were in the main 
presidents, vice presidents and in­
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vestment or portfolio managers 
responsible for common stock in­
vestments of more than $1 million; 53 
percent of them managed more than 
$10 million. Over 80 percent had col­
lege degrees in business with more 
than five quarter hours of account­
ing. Still, 11 percent reported no 
training in accounting, financial 
analysis or stock market invest­
ments analysis.
Financial analysts included 
security analysts, investment coun­
selors and fund or money managers. 
Over 85 percent had college degrees 
in business, 75 percent with more 
than five quarter hours of account­
ing. Again, it was interesting to note 
that 10 percent reported no training 
in accounting, finance, financial 
analysis, or stock market invest­
ments analysis.
In spite of the different composi­
tion of the two groups of investors, 
there is a surprising correspond­
ence of investment objectives. Long­
term capital gains were rated most 
important by 80 percent of individual 
investors and 83 percent of institu­
tional investors. A combination of 
dividend income and capital gains 
was next most important to 75 per­
cent and 74 percent respectively. 
Short-term capital gains were most 
important to 17 percent of individual 
investors and 12 percent of institu­
tional investors. Statistical testing 
found only a few weak correlations 
between personal characteristics 
and investment objectives, and no 
significant differences between the 
two groups of investors in this area.
It is of interest to relate these find­
ings to the large decrease in the 
number of individual investors be­
tween 1970 and 1976. The New York 
Stock Exchange’s Shareownership 
1975 reported a decline from 31 
million to 25 million, with most of the 
reduction consisting of younger, 
less affluent stockholders. These in­
vestors may well have been respon­
sible for a large part of the activity 
aimed at short-term capital gains.
Investment Information 
Sources
All three groups rated corporate 
annual reports the most important 
source of investment information. 
Individual investors rated news­
papers and magazines second, 
stockbroker’s advice and advisory 
services ranked third. Institutional 
investors rated advisory services 
second, newspapers and magazines 
third. Financial analysts were asked 
to rate prospectuses, corporate 
press releases and communications 
with management, in addition to the 
sources listed for the other two 
groups. They placed prospectuses 
and communications with manage­
ment a close second and third; they 
also gave corporate annual reports 
a much higher rating than did the 
two investor groups.
Besides throwing new light on the 
perceived usefulness of corporate 
annual reports, these findings tend 
to support the view that corporate 
disclosure is not even-handed 
towards investors as a whole. 
Whereas individual investors in par­
ticular rely heavily on financial news 
derived from newspapers and maga­
zines, financial analysts rate this 
their least important source of in­
vestment information. It is possible 
that by the time individual investors 
read news about matters affecting 
corporations, financial analysts 
have already acted on it. This indi­
cates that the stock market is not 
efficient as far as the smaller in­
dividual investor is concerned, and 
reinforces the SEC’s concern about 
inequity between investors.
The questionnaire asked respond­
ents to rate the different parts of the 
annual report. Their responses 
showed that the financial statements 
(income statement, balance sheet, 
statement of changes in financial 
position, footnotes, accounting 
policies and auditor’s report), 
together with the summary of opera­
tions are the most important ele­
ments in their decision processes.
There were some differences be­
tween the groups in respect of the 
specific position of the financial 
statements, but all groups rated the 
income statement most important, 
followed by:
—individual investors: summary of 
operations, then statement of 
changes in financial position, 
and balance sheet.
—institutional investors: balance 
sheet, then statement of 
changes in financial position, 
then footnotes.
—financial analysts: balance 
sheet, then statement of 
changes in financial position, 
then accounting policies.
Accounting components of the 
corporate annual report are 
regarded as its most important 
part.
It is noteworthy that the account­
ing components of the corporate an­
nual report are regarded as its most 
important contents, and that the 
president’s letter to stockholders 
and the pictorial material are rela­
tively unimportant to all three groups 
surveyed. Perhaps these are viewed 
as not as reliable as the accounting 
data. It is also noteworthy that finan­
cial analysts rated corporate annual 
reports and all parts of the financial 
statements significantly higher than 
did individual and institutional in­
vestors. This observation con­
tradicts some of the findings of other 
researchers.1
The U.K. and N.Z. Surveys
The U.S.A. survey was replicated 
in the United Kingdom and New Zea­
land with the cooperation of two ac­
counting professors in those coun­
tries.2 The results of these two sur­
veys were highly comparable, as 
shown in Exhibits 1 and 2. The re­
spondents’ rankings of the various 
parts of the corporate annual report 
were even more consistent than their 
rankings of information sources.
The Importance of 
Forecast Information
The three groups were asked to 
evaluate the usefulness for invest­
ment decisions of seven forecast 
items if they were to be regularly 
published in financial statements: 
sales, cost of goods sold, expenses, 
earnings, cash flow, dividends, and 
additions to plant and equipment. 
Their responses showed that all 
three groups regarded each of the 
seven forecast items as useful; in- 
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Institutional investors and 
financial analysts form a 
reasonably homogeneous 
group; individual investors 
do not.
dividual investors and institutional 
investors viewed the earnings 
forecast as the most useful item 
while financial analysts saw the 
cash flow forecast as the most 
useful. A comparison with their 
views on published corporate an­
nual reports indicated that individual 
investors regarded forecast informa­
tion as more useful for their invest­
ment decisions than the annual 
report as a whole while institutional 
investors and financial analysts did 
not regards forecast information as 
more useful than the information 
now presented in corporate annual 
reports.
It appears from these findings that 
individual investors desire manage­
ment’s forecast based on its expec­
tations while institutional investors 
and financial analysts either have 
access to management’s expecta­
tions or prefer to make their own 
forecasts. These findings support 
the views of the SEC and the 
Trueblood Committee, that 
published forecasts would further 
the equitable dissemination of infor­
mation to investment decisions.
The Usefulness of 
Financial Statements
Without a knowledge of investors’ 
decision processes, it is impossible 
to answer the question whether 
financial statements are useful. In 
other words, the perceived impor­
tance of accounting information for 
investment decisions to which atten­
tion has been drawn here does not 
prove that this information is ac­
tually used. However, the fact that it 
is used by a particular user should 
be established before experiments to 
establish usefulness are devised.
In a sense the survey produced in­
direct evidence of both use and 
usefulness. It is noted that financial 
analysts and institutional investors, 
who are equipped with the neces­
sary education and training to 
analyze financial statements, place 
great importance on this information 
source. Statistical tests were 
therefore performed to analyze the 
relationship between individual in­
vestors’ characteristics and their 
views on the importance of corpo­
rate annual report items. Respond­
ents were asked to rate these items 
separately for “buy” and “hold/sell” 
decisions. The object of the analysis 
was to find out if there is a sub-group 
of individual investors to whom 
financial statements are more impor­
tant, and in what context.
It was found that such a sub-group 
does exist, of individuals who hold a 
common stock portfolio of more than 
$10,000, have an investment-related 
occupation (accounting, finance, or 
management) and have had some 
exposure to accounting, finance or 
investments at college or through 
occupation.
These observations must be 
viewed in relation to the fact that 
about one-half of the respondents 
had received education or training 
in these subjects. It has been sug­
gested that the regulation of corpo­
rate disclosure has consistently
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resulted in providing information for 
professional investors and analysts. 
The idea of differential disclosure 
aims at providing individual inves­
tors with simplified versions of finan­
cial statements, perhaps in the cor­
porate annual report. The more 
sophisticated investor would still 
obtain the complex accounting 
information from 10-K reports.
The findings of this research do in­
dicate that this problem exists, but 
draw attention to the fact that a sub­
stantial part — perhaps one half — 
of individual investors want and can 
use complex financial statements. 
Rather than simplifying the state­
ments in the annual report, differen­
tial disclosure might take the form of 
a one-page summary, like the “High­
lights” page which most companies 
now provide. If professional inves­
tors and financial analysts are more 
sophisticated, then the additional 
data they require can be provided in 
special publications addressed to 
them but available also to the news 
media and to individual investors.
What can be said, then, about the 
usefulness of financial statements to 
investments? The value of a com­
mon share is believed to be a func­
tion of earnings and dividends. The 
fact that investors and financial 
analysts rated the income statement 
and the statement of changes in 
financial position most important is 
consistent with this belief and with 
the usefulness hypothesis that inves­
tors look to corporate annual reports 
to confirm, after the investment has 
been made, whether it was a wise 
choice.
Conclusion
The analysis of the data obtained 
during this survey throws light on the 
current status of financial reporting 
in the U.S. It does not produce any 
evidence that financial statement 
information is valueless, or aimed at 
the wrong audience, or too complex 
to be understood by the “average 
investor.” Indeed, it shows the 
“average investor” to be a myth, and 
suggests that investors should be 
stratified into at least three groups:
—the standard user, who is cap­
able of understanding the finan­
cial statements in corporate 
annual reports
—the sophisticated user, who can 
assimilate more complex and 
detailed data
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EXHIBIT 1








Corporate annual reports 1 1 1 3 1 2 3 2 1
Newspapers and magazines 2 3 8 1 2 5 1 5 7
Advisory Services 3 2 5 5 5 8 5 3 8
Stockbroker’s advice 4 4 — 2 3 — 2 1 —
Proxy statements 5 5 7 4 4 7 4 4 6
Advice of friends 6 6 — 6 6 — 6 6 —
Tips and rumors 7 7 — 7 7 — 7 7 —
Prospectuses
Communications with
— — 2 — — 3 — — 5
management — — 3 — — 1 — — 3
Interim reports — — 4 — — 4 — — 2
Press releases — — 6 — — 6 — — 4
A = Individual investors 
B = Institutional investors 
C = Financial analysts.
EXHIBIT 2








Income statement 1 1 1 1 1 1 1 1 1
Balance Sheet 2 2 2 2 1 1 2 3 2
Statement of changes in 
financial position 3 3 3 3 3 3 3 2 3
Accounting policies 5 5 4 5 4 4 4 4 4
Other footnotes 4 4 5 6 5 5 6 5 4
Auditor’s report 6 6 6 4 6 6 5 6 6
A = Individual Investors
B = Institutional Investors
C = Financial Analysts
—the unsophisticated user, who 
may not read the financial state­
ments at all, or who does not 
understand them even if he or 
she does.
Apparently corporations should 
not treat financial analysts as sur­
rogates for individual investors, and 
it is suggested that corporations 
should review the nature and extent 
of the additional information require­
ments of this sophisticated public. In 
providing additional information, 
corporations should take steps to 
ensure that this public is not unduly 
privileged.
Finally, it is believed that corpo­
rate disclosure requirements aimed 
at meeting the information needs of 
the unsophisticated user are likely to 
incur social costs without any social 
benefits.Ω
NOTES
1See Marc J. Epstein, The Usefulness of 
Annual Reports to Corporate Shareholders, 
Bureau of Business and Economic Research, 
California State University, Los Angeles, 
1975, and H. Kent Baker and John A. Haslem, 
“Information Needs of Individual Investors,” 
The Journal of Accountancy, November 1973, 
pp. 64-69.
2This author gratefully acknowledges the 
valuable collaboration of Professor Ali C. 
Osman of the North London Polytechnic and 
Professor William J. Cotton of New Zealand 
in these surveys.
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